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Thank you for the opportunity to gopear before you thismorning. Asadirector of the
Schwab Washington Research Group, | examine regulatory and legdl issues effecting the
investment decisons of inditutiond investors. Schwab does not make specific gock
recommendations and does nat engage in invesment banking. Our god isto provide objective
adviceto our inditutiond dient base. Obvioudy, the investment community hasamgor interet
in tdlecom mergers. They speculate about possible combinaions, they reect to news of
proposed dedls, and they monitor the progress of these mergers as they work their way through

the regulatory review process.

As aconssquence of technologica change, deregulaion and the emphasis on globd
market opportunities, the tedecommunications industry has experienced sgnificant consolidetion,
paticulaly among thetop tier players. Seven Regiond Bdl Operating Companies (RBOCs)

have merged into four; Sgnificant mergers




have dso occurred in the long disance and cable indudtries. Ten years ago, the top seven cable
operators sarved about 25 million subscribers. Today, the top seven multiple system operators
(MSOs), induding proposad ded's, serve about 60 million subscribers dmost 90 percant of Al

cable subscribers

We're seaing consolidation in the wirdess busnessaswel. Wirdess providers have
combined to broaden their reech to more substribers. Consolidetion is occurring among
wirdess providers usng the GSM (Globd Sysem for Mobile Communications) dandard, a
deve opment thet may encourage integration with amgjor landline carrier or aposshble

arangement with foreign carriers that rely on the GSM sandard.

Why is consolidetion happening? Tdecommunicationsis a cpitd-intengve business
with very high fixed cogts and increesing demands for the integration of new technology.
Gregter scde dlows these cogts to be soread over awide customer base, ultimatdly reducing
the cogt of sarving each individud customer. With deregultion, providers envison aworldin
which they offer apackage of tdecom sarvices over digitd, packet-switched networks on a
globd bads at afordeble rates. Carriers are acquiring assets to become end-to-end providers
of tdecom sarvices mantaining sufficent control over thar networks to enable cusomer
acoess, endure timing of service deployments and guarantee network rdiability. Greater scae
and amore expangve cusomer reach, in turn, enhance a provider's dtractiveness as a potentia

globd partner.
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In this environment, we should not be surprised to see rapid consolidation. Looking
years ahead, busness leaders in the tdlecom world envison a multi-service broadband
environment on aglobd scde They're making big bets to prepare themsdves for thet future.
We may reech a point where consolidation will yidd asmdl number of very large industry

players.

At the same time, each indudry player must pursueitsvison in aregulatory dimete
governed by the Tdecommunications Act of 1996. The Act was designed primarily to open the
local market to competition. Rather than depend on benevolent compliance with rigid satutory
demands, the Act crested an incentive sructure thet would encourage locdl incumbents to mest
the market-opening requirements of the Act. The incantive for locd incumbents was entry into
the in-region long disgance market. The Act offered alegidaive judgment thet ending the
monopoly over loca phone sarvice was in the public interest. The Act dso recognized thet
competition was superior to government regulation, induding provisonsthet dlow regulaory

forbearance where tdlecom regulation is unnecessary to protect the public interet.

At times, the visons of tdecom carriers may callide with the vision of the Tdecom Act.
Thisisinevitableif the Tdecom Act faled to contemplate the extent of technologica change and
convergence. Businesses are merging to broaden ther reach into new services and to obtain

scdein amarket where sarvice providers can bring dl sarvices over the same pipes. The
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growth market now and in the future is the data services market. A broader reech means
effidendesthet can lower cogsfor consumers. Y et the FCC mudt administer an Act thet hes
impased on the FCC an abligation to ensure competition emerges, particulaly in thelocd
savice market. Anything thet threatens that vison raises public interest concans asthey are

expressed through the Tdlecom Act.

Accordingly, the FCC, in conddering license trandfers essantia to the completion of
mergers examinesthe impact of amerger on its Satutory obligationsand itsrules. The public
interest embodied in the Tdecom Act will not necessarily coincide with the business objectives
of merging parties. But both sats of objectives are legitimate and, in mogt cases, the FCC
aoproves license tranderswith little fanfare. Where large mergers have sparked public interest
concern, the FCC has worked out conditions with the merging entities to dlow such dedsto

move ahead.

Neverthdess, the FCC has been criticized for taking too long to gpprove license
tranders It has dso recaved ariticiam for imposing merger conditions that address policy
concarns thet may not beer directly on the principa competitive concarnsthet generated initial
public interest sorutiny of aparticular merger proposd.  The FCC has announced efforts to
ded with these concarns, and progressin this regard would be useful to the finandd community.
Investors need as much regulatory certainty as possible as they focus on the srategic and

finendd meits of particular transactions. Uncartainty about regulaory timing or the potentid
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regulaory consequences atached to a gpecific ded can muddy the environment in which
fundamentd andysstekesplace. Investors would wecome improvementsin the predictability

of the overdl merger review process.

Thank you again for the opportunity to appear before the Committee.
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